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I SExliPSlSSt ' : 1 

The (4-inese heo^ony- ha;- now r^ct-eu xt.s most critic -1 ota, e 
since the concj.usioh of o’r-e Japanese var* 0 ; Jix^urixc&tiono, even out - 
eice the civil! v/ar zone, have n..-t beer 1 res to *eti* Industrial procura- 
tion has been fheriously hancb capped by accel 3 rating inflation, ousoq 
lescense of ©Shipment - dislocatea transport, higher real wages and 

productivity, Lack of raw materials, end in jrhan centers, serious *$bori-* 

; 1 g f ' : 

age of electrify power* The low Industrie! a r ocmctivity and corresponding 

dislocation o& agricultural supplies lias created an urgent reed for 

subsistence c-u|' piles of food, and material s from loreign som ce&, roscitmjj 


25X1 A 


in a seriouslj 


unfavorable b&l&nc© of tmue, met by a c *nd •*. as v 

dwindling for4i#i exchange reserve, After the completion of the UM.AA 
• rograra, ’which has ; supplied a a-argo vciua*e of both relief aim rcha-ii.#.— 
it at ion materials, the presently imposed import quota ;aay be too loV to 
meet the urgerft x re qu :i rement s of the country., and certainly t\ay be rp fc ,orc*.ed 
as allowing nqj room for industrial or agricultural development* Internally, 

. so long as th4 civil war continues, the Clove mment deficit x&H continue 
and. domestic prices vd.ll more or less reflect the inflated :&iiu&oioi.u as 
a result of more mousy being available for less goods and services. 

' The: |re sent situation, can be attributed to several causes:; but 
fuiidamentallyko the imposition of a civil mr upon a country already 

. f ' : 

tom by the rbent ’..'orld War, fro.« which it emerged victorious but vith 
its undeveloped interior exh -.ueted by the 'Japanese wax, its coeetsl, uroan 
ana lightly iiduetraliaea ureas: bled by the Japanese, and its iwiu«*v*iaX~ 

izsd, and aso^amically developed northeastern areas stripped by the ooviet-'u 

| : ( , 

Both a cont pxlutinu ceus@ and on annex ox tic? c jl t uat xon is > the itu 3i‘- •■ »xon , 
operating in three spirals: inflatioa-cief icit , where the time lags 
between revenf.e and expenditure in a period of accelerating prices prevent 
balance, with, the imbalance being met by more notes: inflatiori^corifidencea, 
where rising prices create a psychology to discredit the currency and 
cause a general flight from ' currency to goods: inflation-production .’/here- 

rising prices! result in maladjustment and dislocation of production and 

.&,V § 

: ^dMefore a final reduction in the .aggregate national product* Ti e effect 
is either to accelerate inflation or to increase administrative difficult 
ties in checking the upward course of inflation* 

The! inflationary spirals have acted and reacted upon each other* 


fo check inflation, promote incustries and Balance the government budget. 


it is necessary to break thjp 
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I feent* 


For tfie gencr**! ecqucmac rocovot-y, j China must at Ly v»y 

inflatiohu A ratable nriee level vdXl restore industries by chedkinf; 

: ' | ' : - ■ 

I . 

speculation s<| that useful resources end subsistences may be- ' shifted to 

productive usds, by coinciding the real profit and the money crolit of 

■ . . | = 

business bo tifat entrepreneurs may realise t hear real positrons abd 

i 

. \ • - - . : 

improve their -bfficioncy, by forcing ths Inefficient^ firms to close 

| ’ ; 

down so that Ihth the competition .Cor factors of production and. theiefore . 

; • : '•• ! 1 

factor prices |.iay b e reduced- and by lowering the money rate of ir.tc -.eat 
bo that industries .may have a more ifi, ancocr and healthy - devolopieni. It 
will help the fincoie of fhe salary date to catch up vdth prices so o to 

j ■ ' : - 

.increase the ^irrdnis tratlve ofiicioncy both in the Goverr imant and Ir 

private organizations# It will also help reduce the Government . del 5 It 

| ■ : . •* 

by increasing forod&ction which means an increase in the taxable inccs 

f ' . . j , V 

by reducing tie possibility of tax evasion due to the necessity of 

falsifying th| accounts during inflation, by reducing- the difference f- in 

- ’ .... .; 

the purchasing power 1 of money between, the taxes of private .income &no. of 

government revenue bind by the general f avorable physiological effects 

;• £ !•-: • / ; . : 

if • 7 

which may aXl|w the Government to improve the old revenues to levy rtw 

tax.es or even f to issue bonds* 

if : 

It. | s probably impossible to stop- the spirals from, within. 

* | 

Under civil wir conditions * oven with heavily reduced government expendi- 
tures using ilfs utmost efforts to improve the situation, by limiting; 
deficit spending, moderating the rate of price increase, promoting ;• 

industries and increasing exports, those measures cannot be adequate, 

I : ; > I \ 

Following the iorolonged and destructive Japanese war, with every phise 
I " . : 

of the economic machine in disorder, there is little hope that the Sit- 
uation can be f solved by China herself in a (short time* If tfedre is 

assistance frit outside of the domestic economy, the cumulative swot^ntum 

I - . . j' j • 

may be checked and ultimately stopped in a measurable period# 

I ' ' ■ : 

Ther^ arc two ways of rendering economic assistance from tjxe 
-outside* One f way is to supply a flow of commodities, either' capital 

' | h . *1 * 

enui v -i'fer*t, materials or subsistence, to tide over the difficulty and 

i 

■ - ■ f . . ; . ■ ; j ' | 

to improve thq ecoiouiic productivity. Another way is to provide suffi- 
cient resources to stabliae the currency so as to reestablish a .; normal 
1 .' * ; '.'ll. 

environment f|r healthy growth. Both are important* Without, a. stable 

, ; I ' i : | : 

currency, business cannot bo operated on a normal basis and it is very 

. 1 . : :• " : i ' r : M : j j 

likely that part of tho ianortod goods would be wasted. Should the cur- 


rency be stabilized earlier, J Am 

Approved For Release 2§ucfcJi 



jbjhe libHRA nvomrtm 1 in r«*£t,r>r>1 n& 

-00926A00020001 0022-6 



Approved For Release 2 ' 

>xcnXi\' I ' v X / 


£QMEU)EWHAL 


00926 A 000200 E 


ensures a series of stability and i.dp to increase the adfdaistrativfc 

efficiency. J 

'■ { dFfaG f U F._l.,.FL.,TI>.dJ m. PgQjAiCTIOH 

• 1 •• • P 

Chin^-s agricultural pre-auction in l%6, except wi.eai and pci 
war. less than -prewar years* Tho reduction tya be otbripuiec. to many c 
i. actors, but ti;o of them cun b€ more evidently supported by statistic s; j 
the Xocb of wo|'k i-ciais and the lack of oh® tlcaX. f ©rt ili iser <» r v •■; ••••«* 
pari son with if"-© 1934-37 average, vote r buffaloes were reduced itv3.9i.ji 
t,o /2b, cattle, to 44 ,,* uorses to 54 b, mules wo 53b and donkeys to 6;4.r.k 
- j viiina. does tot pixcuc© kkiicfi i ertilx&er, $i *e depends on 5Jaoorts, a 1 
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chickens to 6?,| and 7 9 a?, eucks to 70 b md 74/ , and geese to 59; 3 and yffg 
Coal production in Quin a Proper (i*e*, excluding North eat be it: 
Provinces and itiwan) was *$ as much as that it 1956 , chiefly because of 
su.ilj.tary operauxons and purity because cf lack of equipment , fjn the 
other; hand, i®*|>rt of coal was. reduced to lOf* flee trie power capacity 
iii Shanghai, r^atively the most developed industrially in China, was, 
even though with a substantial increase after V* J* Day, still less 1 .m tlm 
prewar level* |OX iuiueral productions were greatly reduced, jixcluding 

I ■* 

the Norfcfieacterjh Provinces, iron ore productln in 1%6 was only O.U;£ ^ 
1V36, pig iron p, steel 3 3,1, tungsten ore 23, i, antimony 3,;,, tin 15^ and 
silt 71/i. i’ricp of metal products wore high end imports of Mu-ciiineb 
were, except :ol|c trie and textile jcacldnery, ill reduced. For ezmidi, 
j.achine tools «fre reduced to 40 ;;, hand tools to 0.4& and prime movejr 
and parts to 8 l,$ of prewar. 

;ioL onp does the reduction in food procuction raise the relative 

_ | V 1 " •• ; 

prices of foodsfuffe, but speculation during inflation raises it even 
;nore * fetta»r^:|ill not sell their crops until they need to buy products 
from other orocucers# housewives try to increase their holdings of all. 
call y necessities, of which food ana clothing materials arc the most 

1 

important to hp|rd« As these .goods consititue the chief items consumed 
by wage eamers| the rise of their relative prices also increased wages * 
relative to other manufactured proauets* On the other hand, as any 


entrepreneur has a better facj£AMEJ^ 
■f Approved For Release 3 CrK& 2 lGl^l^ 
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bWtks* there is j. Uuu^ney during inflation of ;xolf i; ;licat| cm -oM.’: 

. “ • | ' | - j; | ■■ | . | 

including fcntai I' Xia^toriey^ Workshops, trading conceals-, and banks, : kith 

. I : . ■■ i „ ■ j . 

, limited resou| ? ceb available^ an increased Maher cf firms compete in the 
market for materials , labor;- and equipment, and bid up all cost of production* 

■ j , : U. ! ' 

An acdorapanyi|*g table snows* the relative charge of production cost i actors 
compared wit hi prices of finished products lit Shanghai* may see that, 
since, 1944 evfn during the 'Japanese occupation, prices, of 'foodstuff :, and 


25X1 A 


raw 'materials! rose 'faster than pricoa of mfuufactured producer 


s £oo:‘ 3 . 


['rices of profiu.ee r goods role faster than 'Chose of consumer goods*, Fhis 
recused - the margin, for .m*mu£acturect products* The price trend after the 

i . • n • • 

•$ : . 7 . . , ; 

reoccupation i<nly continued; this tendency* In the last column of t -;c 
table' real waf.es before the] freezing of the cost of living index ara show 

- ] • ■ • f ; ; 

as more than fCfiS higher ihap the rreva r level* 

j ■ ; . # - V , j 

f ■ • 1-; y ' ' j T i 

Thisf is |a very serious and even critical situation* If) to 1944 
prices of man|ifacUurea good*.- rose faster than food ana raw* materials* 

The extra profits, to the manufacturers raigh* have either decreased the- 
. efficiency oft the producers! or have increased the number of firms, or 
both* V/ith tic' change of relative price and v/age factors thfavoraBle to the 
producer, many of the oxi sting firms become marginal or even submar. Inal 

;f • ; * . J • r * 

unless their Efficiency could be improved* \& a matter of, fact, production 
efficiency off every field ip. every phase has been greatly reduced,* : Fir stly, 
the ;rtultiplic|.tion of firms* induced by the ten-year long inflation, which 
• competes for tquimient, materials, power and labor find' these factors so 

limited in supply, especially after a major .war and vdth limited foreign 

I .■ • 

exchange re soirees, that they arc not sufficient to meet the demand of 

the increased; f liras* The shortage is, accentuated by the dislocation of 

\ ’ “ : | ? il 

transportation system and the fight with the Communists which restricts 

| .: ' ; ' ' - • . [ H ‘ K ' \ ' | 

the movement jpf goods* The- result is a general reduction In the efficiency 

of production^ in the sense that it lacks a proportionality between the 
different kinds of equipment themselves, and between equipment bid Materials, 


power and labor* Its apparent phenomena is that many firmp are; not oper- 


,i.,i 


J ; 


atingf irt > full! capacity. Secondly * as money rate of interest must rise 
during inflation, it practically prohibits any planning by the entrepreneur® 
longer than U e imeaiate future*. On the other hand, any credit at low 
rate of interest granted by the Central Bank means further inflation* 

| • ; i ■ ■ ■ ; 1 • J 1 1 \ 

As a result, inly the more rudimentary and inefficient equipment may be 

■ j ■' : I !■ ; I; ;•[ 

used profitably, unless they maybe Imported at an exchange rate vitich in 


far below market rate* Thig 
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Unless assetsf may lie revalufted periodically, depreciation charges tad justed 
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obtain other bricoaes to supplement their roplar salaries in order th-t 
they nay not fee starved* Bio better e-r*eo m i Jit secure a oencurrerit job 
in schools or business concerns, and the verso cnos hao to resort t •: 
irregular me^ris* It war, only the hope of ;; final victory ovei lie ‘a >- 
aneac by allied nation** ' that kept up the ....< iale* 

Ini the Japanese occupied aee&c-, ’i ile the economic titualioa v:i:- 
tfuch better fff than in the interior, •there was another eluent leading 
to corruption* Ji&ny of the officials ir: the puppet Ctovomaent Jok-aoc the , 
regime half ffoarteuly pact for a living "Kg tried to -x ycowt ••:>? iitodn/ 

orders v&enef/er possible* Ucrru.pt ion became the f ash i on ana can ce proud 

■ I ■ 

of , rather ijhan cria-a* It was the supremacy of the Japanese aiilltcry force 

and the irorf I) and of the Japanese adi: JLnist- rat ion that Maintained cider ir. 

? • 

the occupied areas « 


0)020001002 
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After V« J* Day, .internal hostilities broke out and the actuation 
became - even rnore disappointing than during the years of the t.apamae vw-r... 


flic inflation, which vat started during the? va r # cannot be cheeked ilih 
the dislocated productive .machinery* To prevent laborers from turning t > 


the Communists, the Government had assisted them to increase their wage 
so that, although the national nroouctivi ay is much reduced, the real 
income is ranch higher than pre-war years* The higher wage together with 
lower productivity raised the production cost, which in turn rained general 
prices and /decreased employment ana production* This factor, in addition 
to the civil war, means more vigorous inllatiom As a result, real Income 

of the loner bracket of Government employees falls much belov; those of 

unskilled workers* On the other hand, the habits and technics of corruption 
as aenuiref? during the Japanese occupation applied more, widely to the present 
administration after the Government returned to banking* The original iope 
before V* jj* Da;; for an early peace xc gxie* The-* iron hands oC the Japan- 
ese admin^tration arc lacking* There is nothing more to keep the morale* 

■ \ - . > 

It is understandable now there cannot be any incentive t o work when the 

•tricorne is fbelew the subsistence level without any foresee.. .-bio ft lure* 
Jlfficicucy is lo ■•: and corruption prevails anywhere when supreme snipex* visile 

is insufficient * 

■ | . 

fo, r-estora .-norale and rfficien^y, it is necessary to tuve (1) a 

foreseeable peace either by military or by political settlancnt , and {.:) 


a stable income for Government officials sufficient for a accent livi ng« 
to increase efficiency by raising the salaries of Government • 

e ‘ n Pl 0 |fpp'fcveWorfeeieasl^9o^/bl^^iAi^>80- 0 0926A0 0 0200010022-6 
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lian* 

Or oo 

0,1-6 

Go S3 

0*B5 




Feb* 

1144 

1.45 

* H* 

-1*40 




Mar* ■- 

2*19 

1.96 

2.11 

1.80 




Apr* 

2,12 

1,63 

i-8 / 7 

1.68 




:;ay 

June . 

• 2|43 
2*57 

1.81 

1.91 

1^19 

2.00 

1.72 

1.81 

l#p6 

1*53 

2 

.t. -4 j 

, ■ y'- 

July 

2# 79 

1,97 

2 ^ 0'3 

1.91 

1*57 


'■« 

„ 9 ‘7 

tog* 

fiept. 

24 9B * 
3.46 

1.92 

2,27 

1.96 

2.31 

1.88 

2.24 

1*51 
; 1*63 

2 

. 1 

,02 

'P7 

Oct* 

4401 

2,83 

2,3 9 

2.76 

1*6.3 

1 

66 

. Hov* 

4.19 

2,96 

3 w -j]_ 

2,70 

1*56 

** 

..t 

772 

• Dec.., 

4.32 

3-37 

3*73 

3.01 

1*66 

1 

72 

1947 








- Jan* 

5.68 

4.35 

A 62 

3.8? 

l fi 5-S 

.1 ■ 

i, 56 

Feb., 

9.54 

7.64 

1*25 

6.47 

X„31 



Mar* 

1U13 

7,65 

<B « 79 

6.53 

1*22** 

r 


Apr* 

12«*o 

9,05 

10 m 14 

7.94 

1«1S**' 

1 

, Joau 

Xay 

June 

July 

5.6 >.36 
21401 • 

25424 

13,37 

15.0S 

19.79 

15,6-6 

17. CO 

22*6£ 

11,35 

13,16 

16. 93 

* « * * 

e 0 0 « 



Aug. 

27.P4 

20,38 

• 22*61 

18,87 
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Septs 

334,3 

25,46 

26*63 

23.69 





* j3nsed ° li Whol^sula.- Price Index compiled by the China Institute of 
economic s and ; wage index compiled by the iiliistxy of Social, Affair;?, 

rale stored at Januaxy level Iron February to flay, 1%7 b- frenaimr 
the cost of .living index. The statis tics a.l,er- the def recoin/ of 
mdaxi'M not |ret available*. - ' 
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In ci iiiobb 1.5. su r;,y t'-n:;; . nr-': U.o xypeo of ' olit.ical c;;/a , ' 

cycles of peacl and war and las cyxlrxpof erf lit^necl and t^nruptaP -r- 
errnent. The t ime periods of the py/o yypes of cycles /nay and may ; u 
coincide vdih f-uch 'other, though r hey "ix rally interacted ' upon each o • c ,: r „ 

As U# majority u£ the Chinese people lack political intern.-,;, mb. 

- are indifferent, tovmrcAs the Government except concerning the amnuire. >o.O the 
tax. to be oaldj, the efficiency xC xcrur* I sir# >ion does not . ox 

institutional control; s« This is se eve - in 1 > nsG.no ss cc.vne:. tts<. It lx the 

4 ;• . 

personal quality of the auainist rati on that . t left-, rmine o the efficients, 'I,:., 
abnormal period v such as w&rr, such s;/chai;; is very ticklibrn, then the 
enemy force let weak,, and the victory ie iere -scabla^ the prfj-ati go of ',he 
. Government aoclf the spirit of she people would be both high, xfdfcie-y 
of adninisl ration v/pulci. .increase. * Contrariwise, when the e-n-jmy force is 
strong and the warfare is prolonged, a he prociige of the Co^ernrent m-i 
the spirit and •< endurance of both, tie people xna Government of fieri ala aou'la 
be nuch reduced e efficiency would bo Ix-biom low and corruption may arise 
anywUox'e* - 

The Lftional Government bsfom the war with its military' forces 
gradually unifying Ghana during the ten year.-:; between 1927 &rtd 193?1 ;yg 
* considerably Jab re efficient than tbs Peking ’Ck>vern:aent and the Imperial 
Government during the later years of the Ohiu.:; bynasty* The efff ciewoy 
and prestige of the Goverrsaent ' -as climbing ‘ up to the peak in' 1936 1. 93-7 

when, the country was practically unified* In fact it wan the fear of ton 
‘potential threat. of an efficient .vid unified China that moved the Jap no re 
to' start the wdr* 

The war- with Japan v:<s singular in its character in Chinese } i .> - 
tory* The extrsme difference between the military forces of the belldgermu, 
countries was unique*. Gave with foreijn assistance, there was no hope -;>f 
finalj victory* f let, during the first phase cf the war, the 1 spirit of the 
1 ,; ° Ac 3waa high*, Later,, with the ralaaively industrialized ; cities cb. axled 

i ' ■ ■ ' 

anc the wnoJLe ountry blockaded . Ikatal v JUstc ry seemed very remote* jbvO. atis.- 
v/as growing* Toe war destruction, the econcLi c isolation of the Xati slur 
from the outside world , tL'$ monetary' ixflatic ?, dll impoverished tho 
To prevent inflation from running uhld the Government nac. to keep the 
salaries of aJovyrnmeb -.employees far behind, the rise of priced,* In ids t » 
the real income* from salaries for many of the Government esu.il. aye ay is cr.ssn 
loaer than the income ofau&riuul workers, not speaking of thajt of ’business 

^ lc /\pproveSyor l F^elease2ClGMBtDEfcHtAiD-00926A00020001 0022-6 

ix.me.3 instead oi Go^ernKwafc. Those who remain in the Government had to 
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obtain other inbornes- to supplement their regular salaries ife drier t|at 


■% • : - -• 1 ■ ■ ■ : . ‘ v,n u t- 1 : ; • I 

they may not.- bef at 4s|fed* Th& better ones- : might secure & concurrent joo 


r. 


in . schools- -or. 'bjuafii'iQBs -cpnceritS!, ana; the ones had to resort to J 


irregular toeup&f. - Si ; was , only the hope of- a ^Inal victory ovjer the J4 

r -] ,.f a-au | I ; 1 i t: > v 1 ■ ; ; ’■ i . j • h ; r . s 

anesc by alliecf nations that kept npf the korfle* 


In thin Japanese occupied ar«,' while the ebono.aie l situation *;a© 

-it I ; II : : 1 ! t ^ ! . ' !: r| : ; — . [• ; . ' ! ^ Mi 

much better offj tjhari in the ir.it tier* there, jus another element Jj-sa . h i 
to corruption* \ iiariy of iso officials ic the ; puppet doveramefet joiihai the 


.regime half heai'ted^y -juibt “fair a living* Thfy tried |«o boycott ;aijM|^^bey 


1 . I 


orders jthenev^ii 1 ifoasible; jCo^ruptloh beejam e| the fashion . arwj Cal ’Jrohd 

fc’ ! j |. ; ‘ i ' / ! ; -• I t 

of, rather th|uf qr i.tp* ■ It vak the- supremacy | of the Japanese 1 liilihar^ force 
and the- iron. luiKt of the- - Jdpajrede ^.cidnintrai Lon that! main U lined order in 

■ : f * : ;? U 1 : ...... ? 

i ; ] ” ■ ’ j ^ w • f r ; • ‘ ' \ | • ;i - : ’ J. . > i ; | 

• the occupied axtiaoi- j 

■' ' ' * j,l \ ' j " ; 1 _ j . ■ ; 

• After | r i 'Id iirbpmal hcstilltiq* broke put a. id the situation 

" • ' • f - • ; : ? . f . ' ' ;'! ! . '• ' ! - v - - ; i 

\r : ■■ f h r ■ * ' : 

became even iorjp |di in tin^; than curing the years of the tacanese jv;ar* ? 


five- inflation^ lifidn v-Mt' - started during the- i *r, cannot be chuckuu ditn 


the dislocated {wdtic'dvd dachineryi To prevent laborers frfeo* turiniilg to 


the Communists J 'tSvaf llovefment had assisted them to iiicreascf; 4h4'& 


~m r r 


so that j al 


Li 


trip nalipnak productivity’ ^3 much miiicsii,: real. 


. income is much J-igjbpefr than pre-war years ^ The higher! utage- Pc^etrjer ’ 


Icr^r producti^tpr jiiiised the; production copt; wldch. in ;^apral 

prices fend deei|?a 5c4; oriploynoht .anu p reduction,. This factory u.rt iiddli-icn 
to the civil ip£' p at^urs iore vigorous inflati^iv. is "it resifltj a$c^|x inccr^e 


of the lower of ijovext^ment employee© | \mq§ belmptfi*|^' : o4 


unskilled wor^el^ other h&nei* the'hijrii.s ^<intechnmpa af ,caJ*'a|-tioii 


as aeanired dipi,% ittie :J4pimeboi occupation £^;iliod 'id feh<) 


' -adui n i nf rat ion- 


-ilnistra^ 


■ It i s pnttfrsianj 

t- :b- yi I. : -i; I 

1 ,;c 


ft'ir; the 'Goveitirtont retimed ho ;&nkiL> . 


’■ 00 ct 


' II I 
' I f. 


before L ' tl« Uo| • foe ; n durfLyl pbace io -aee* j ,M ; ha ! of h^ 


t#u aao^nL : there 1 ?v‘ noil r v : ; i*<;- :cb ' id : kh| [| tiifpntj 


• J.-jy- > cn - p-' : 'nFu.4 Cana' i- be any j-ute-uitf^’ t-o U ifcp.-j'' 

§&q i|3toaCehievel ? ,.;l..hout| oiiy- 


i’ rr-i .-u 

^li. .L Vf-i, ! 


th.' ui corruption 


9CJ -I .e j e f i€ n s a« u « ae .u- ^ :| « % t ;y 


’•is -lasiifficient 

: ’^ v • 

, : To rani or ei 


| i , 4.,. i: ? 4 it A 

an| htfloiunuy, itj s npc-t^$Bary';idi '"{2|J a 


fore 'ieoaalp p mi ? oil! ur 1 military * ^ y ^ t: <Sai 0 ar«t j J 


n. Bt-iflu idockjp|t|y .-ent oaTic'bb j cient 


to l,>c| ;: F ff b h sUlCy ;by -i* il ©iyjg ath : scHurlffi 


a, cico hf/ l|.p ! l|4 ;,> 


of €#/L'Ptuut| 


/’^hb th^’4 

• . -j: ■•■■-• ■• 4 • | •- ^ | | : 

Approved For Release 


it I 


H- tirdle R dfF6r« feiicihhlil- 

0-00926A00020001 0022-6 



A mini 


£ I /# 7 fi‘ 


25X1A 


B0-00926A00020001 0022-6 


Approved For Release : 


cannot bte increased overnight 0 .Outing the transitional perxod of ter isod 
raise of salaries {hat before the improvement of efficiency* the increased 
note issue moans in accelerated inflation,. This, will very likely nullxr-.y 
the whole effort# I The -difficulty in Improving the efficiency of 'the eLllivry 
force ie even greater# ; Hugh expanses are needed to demobilise the inefficient 
troops and to roe.|m the. other© * The burden is boo heavy for a country \.ov^rty^ 
strike® by the • oi|ht years' war with Japan and two years of internal struggle* 

/ With the political differences ^settled and military operatic 


cm 


i 


eontiming,/of thi most effect its ways to regain morale of the people 
,aud to increase efficiency of the Government is substotial economic as-: cx^ 

banco from outeidl.# Judging from past experience, prospects of foreign 

■ 1 ■: 

'• .: ■ ■ .1 ?; • , ' ; 

ssalsiance esrousej «f depress the ®oral» just as much as internal poi.ime il 

and miltary situation* Ey substantial ©ooncs&o assistance it Jill psyche* 
logically give ha|» to the ; paf.pE.e, and aatorieUy improve the ©eoaoaio 
situation of the liiol-a counter in general and tho living conditions of 
Government employf-ss in particular. Both the psychological and material 
security will increase the adiaiJ-jistrativ© efficiency » 

I pc/.tj won c mmmi rs?orm 

In Chiiij an in xa& countries under hyper-inflation, costaodity 
ttricas rir.6 rrore than 'properfc3.onal.2y to not® issue. The difference refre~ 
sants an incresc |ia the velocit'.’ of circulation of aonay due to a loss: of 

| : i : . ; ' ' [ 

confidence of thd peopto towards the currency# At the present* the aggregate 
purchas lag power 


f Otirti& Of bh&’£» 


pf the total ciOTaney iu circulation in china is only one- 
|?or@ the war# In otter words* because of the flight fron 
currency* each; dollar '.at presonrt :p doia.-; who function of four dollars; before 

| •: , . i i , f . t 

the war# This i4 a crucial ^dbleia drtriut' inflation# Should ;the people 
regain their oonjldenfe towards the currency mi each dollar will 4° # more 
tiz&sa one dollar*# worth before* ilio war, t&'Icos will fall to ono®foiirtb-. evon 
If the total circulation remmm ill© »:>, Or, looking at the things frm 
. ^pint of | /lew, oricee will uo5 rj.se even, if the currency Ih ci|‘CU‘--» 
latiaa io I^crooljd three ti-ses* 

The above is bho basic reason for the silver scheme in stabilise :lBg 

■ - ( | ; ■ - ■ - 

Chinese currency^ m'Cnin^i, pciodas have been &.e custonBd for 'centum i>os 
tho use- of eiXvei a medium of exchange# They measure silver ingoba by 


later* after- the 


:ic;m 


weight as a xaeadf of j^pient 'during transaetioi^# 

• I • i ; ' : ■ T r ■ i, : ? 

dollars were intfoduced into Ohiau* the Ghlaessf : - Government; adopted ;tl»|eoiup 
. rr--f--:v'; for al-vnv :..r& it' i tt' wl thi .. . ifni of the dollar on, surface 


vp . if i.i- < :li 1 
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the monetary v^lue*- Up to 1934* all notes were redeemable into silver coins.* 

There were als| occasional runs on the banks tihenover f ree~reder iptici.. *as 
I ' s .. , _ 

in cruestion* Jhe Chinese people bar only three years of experience* i * usiivg 

5. r redeemable n^-tes before the? outbreak of tbi war with Jap* •n * "- ?1 •••* 

that nerioci, salvor coins vets still esteems ! highly and used ** ly 

as a store of t;alue : oxpecialiy among the. tenors., in the eowjatrt-xi* 

It lb therefore no wonder that, under such a backjgreuud, •:;• iltdan^ 

towards an, lr$>deerm*bXo paper money may brea-C c owii^ay^tiis© ih yh.Li«. *•• ~ * 

| 

.a major war, • oh-peeially under such conditions as these before Fans... ■■■ A ^her 

whan there- wasl practically no hope of v^ciiory » In fact it j,b 
■ I * • 

unusual, that t|ie velocity of circulation did not rise by more ta.i;, I ui-. f 

times after ©lifht years of war with Japan and tnen years of ini. iau-.ic * 

At present . one measure which a ay immediately resuore the* von*~ 

1 

fidence of th4 people towards the currency i s to A.?sue silver coins . nu to 

i 

announce that \ the present notes in circulation is redeemable into s^.ver 
coins' -at a fijfed conversion ratio* It is eo.. pec ted that the contemplated 
silver coins will be much welcomed by the Chinese people! .At the s^freseni 
everyone who |oss66ses money will try to spend it as fast as possxbjlo* 
fathers who are the original producers of the major national product a xxx 
China choose |o keep their agricultural produce as long. as they car< afford, 
to until • they aro ready to purchase something from some other prodi^cors-, . 

They lost the| confidence towards the currency* On the other, hand, piey are . 
used to prais| high either salvor taels or silver coins, and choosd «c bury 
them imdergrofind Instead of lending them for interest* 6uc.h a psychology 
anu habit is f/ell prepared to accept silver as a store of value -an<j give up 
their holding of foodstuffs the carrying cost of which is; high* . p® free 
redemption s of! the present notes into silver coins will also give a lvalue to 
the notes* H|ie release of foodstuff by the farmers will not only increase 

the food supply in the -market, but also redace the waste and loss during 

■■■• hi yf f ;■ I 

stokleyi If the present paper notes were kept by an average incom^ recipient 
for 5 days before they -were spent, while tha silver coins may be k^pt for 
23 days, the velocity of circulation is reduced to 1/3* fhis enables the 
■ increase in fc|ie currency in circulation by 2/3 without any further j increase 

'- . ; I '- - ■ ■ .. j 

in' price* j 

However, the; plan will .not work if only a small .quantity) of silver 
such as the present stock of the Government is on hand* -the presefrt stock 
is sufficient for no more than one month’s use* It can hardly have any 

r ’. ‘ k im k i •* ■ i * 
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to the issuing of notes, the original exchange ratio between 1 the old ajrcd 
new yuans could j not fee maintained# The silver coin will be' either c5i->* 
appear from the iarkoi or transacted at prem im. with the paper notes., horse 
still, it means the creation of a new but independent currency used as .m 

• | ! . _ ; t 

alternative to t|e paper notes las a medium of e xchange and measure of Value, 

• I ' r - I ■ ' ' ■ . ' 

just as the gold? bars: and U#b* ,* notes wore uscc before the prohibition . 

Once the .official exchange ratio between the silver coins and the paper notes 

could not be m.*ii$tainec, the acre fact will serve as a hindering force: if 

attempt is made 4o adopt .any other programs of currency reform 

It is true that the present i ifl&tior is chiefly due to the Hov~ 

| K ■ > 

orruent deficit thich increased note issue* But inflation itself also 

causes the deficit# luring inflation, assessment of taxable : income if; 

| M 

extremely difficult* ; It ; does not only increase evasion, but the prolonged 
proceoure of assessment under continuously rising prices also reduces i,ae 
purchasing power l of money of the tax received*, for example, income fax is 
not received by the Government until on the average nine months after the 
ending of the accounting period when prices have risen many times# Also 
specific duties Can never catch up prices, and tax in kind, which is one 
way to maintain the purchasing -'power of the. tax received, it ; is ; costly L On 
the other hand, during inflation when everyone filed . from currency, bones 
cannot be issues f to cover the deficit# thus, with an initial period of 
stability, it gftes a breathing spell for fiscal reforms to increase revenue , 
and the use of sliver furnishes an excellent means of stable value for issuing 
bonds* In this Way, the need for note issue to finance deficit may be ; reduced 
and further inflation after the initial period of stability also checked# 

It may |sound unbelievable at first that to stabilise the currency 
of a country witH 500 million people, no more than 350-600 million ounces of 
silver are needed, besides what China has on hand, the exact amount depending 
on the technical : detail of the i scheme# But amount of silver, after being 
coined, means ino^e than one-half of. the re-war currency in circulation, and 
is sufficient to ;ruiintain a relatively stable price level for an initial period 
of one year# ifhd cost is low ih doing it this way* 

It is dbme times criticized that the introduction of silver coins in 

i , 

the midst of the continuing initiation would result in hoarding Of the Coins 
and their disappearance from circulation.. In fact, the essence of the silver 

plan .is to utilis|o the very traditional preference of the people for silver 

l ’? | r 'll' I If 1 H ; •: ; ! . ; • 

to stabilise the icurroncy* If, after silver coins are issued instead of the 


present s^^Q@|^f^}^^^|g4^P-06926A0002dboi 0622-6" 1 “ v 

inflation will- bo stopped. Afbor prices stop rising, people will cease their 
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-flight from currency to buy: $oods# and tnero will be a general feeOfiag of the 25 
I ? 

scarcity of mfney, for then, each dollar will jaob be able to nerve hi 2 puz*s>ose 

of four dollars* Silver coins mil again return t o the market* Thy psychology ; 

to appreciate^ silver is a merit rather than pitfall for adopting life silver 

plan* | ■ ' . I 

It :Ls also sometimes objected that, by adopting a silver .1 tend art* : 

China - would bf subjecting' her monetary system to ‘all the vicis^itu^^ of the 

f-'orlv, - .price ojf' silver. But • the use of silver coins does not niece sfg'rdly haply 

a -return to a} silver standard, ox Ivor coiruv may be used as tokens past as 

h -.lf-dollars, } ouurtcrc, dimes and -nickels a**e used in the United Otjatea* .-m 

a spdiun of eichrmge it may •-•ell be substituted by nickel coins or ‘paper note's e 
I ' : : • : . I 

It is only because' of the tradition of the Chinese people io : prefer -.silver $.t it 

chosen as the {coinage .material for the purpose of stabilisation * tyut exchange 

i * 

, rate is to be .{fixed with a gold standard country in such & way that the ex- 
change value §Z the silver coin is slightly over- valued as - compared} with the 
silver price $0 that the fluctuation of silver price will not affect foreign 

I -■ ' i 

exchange mte|and. the general price level* 

f ' * : • 

I TI uil iXLVdit r . >.;JGI’/u4 

, J 

X*. ] The unit of the new currency yuan will be equivalent to either 
lib. 0-4 25 or US|0.33 1/3 $ depending on the prospect of silver pri.ee afc the time 
of issuing thl coins* 

: | . : , . ^ j : * . r 

2. 1 eilver coins with the denominations of one yuan and .two yu«in 

will be issuc4v X'he specifications of the coins are as follows: 

1 : : r ■- 

t . ; 

Type of Gross . .citing Point (silver price per 02 . ) 

coins uoljht F ineness iJianeta r with exchange rate of 

■ * J ' ~ "" KiSQ«25 • Ub ^0.3B l/;i 

One, yuan 0.4 ?os. 720^1000 1*201 inches Ub r >0.8?5 U tiUfc 

j Cilvcv i • ‘ . : ' j 

; | . f : 

Two yuan U„7loz. 720/1000 1.L17 inches US >0.99 i -US41.32 

j si Ivor : 

I • . ■ " > _ • j ; ' ’ | 

3* [Pure nickel will be used for making 5 -cent f I0~a«at and 20- 

ccrtt pieces, .Jnd copper will be usea for 1-cent# ’ 

4. jThe conversion ratio between the new yuan and the present fa pi 

detdrfineu by the average pric*> index in China at tifae of issuing 

the new currei<by according to the following forcmla: ■ 

; how e xchange rate Jj/L Chin ese price index* 1937 - ICO 
J Prewar exchange rate 1 U. 5. price index, 1937 - 100 

The |^rcw: t r exchange rate was U0^0.29i> per yuan* ■ jAscuming|that U.3. 

! COHFID^TIAL 
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prices are on thb average 80£ higher at the present than in X|93?, thai the 


conversion ratio between the 

now yuan and nape r fapi m 

ML’ r*#*l *VI; X m 

ay ‘ e determine* 

follows: 5 ’ 



iJo. ofl fapi to 

average price index in China, 193' 

one yuhn 

tith new foreign exchange rate of 

1 : 

US}0*25 to i yuan 

US:o, 3-3 1/3 t< 

10,000 

21,240 

15,930 

20,000 

42,4^3 

31,360 

30,000 

63*72 ) 

47,790 

40,000 

84,923 

63,720 

50,000 

i06,lt ) 

79,650 

60,000 

127,44') 

, 95,560 

According to the price level 

at the middle of October, 

1947, vrhich is 


55,000 times as ^before the war for China as a dhole,, the conversion ratio 
should be 25,000 to ona if the USv exchange ra;a is to be ti.md at U1|CV25 
per yuan# or 35 J& 0 Q to one if the exchange rat 3 is to be USiOu 33 i/3 |er yuan -, 

5* At: the issuance of the silver coins, the Govern, ant will announce 

the suspension at further issuing; of the present fapi* Fapi i/ill circulate 

! 

with and be redeemable into silver coins at tha fixed convert an ratio*. 

6* Fhper nates under the aw. currency system 'will not be issued 
until the confidence of the people towards the currency is well established* 
Gold, silver, nnjd foreign exchange will be usei as reserve in case the paper 
notes under the hew currency system are Issued* The new notes- will be re- 
deemable in' silver coins-* 

7* The requirement of silver for the new currency system depends . 
much on the foreign exchange rate and the conversion ratio between fapi and 
the new coins to, be fixed# With an average price level of 53,000 tiacs as 
before the war ill the Middle of October, 1947» the requirement may be estimated; 


as follows i j 

U03 exchange rate of new coins (a) 

I 

Purchasing power parity of US 5 
exchange > of fapij when price in 
China is 65,000 times as 1937 
as determined by the formula 
Chinese price level + (0*295 x 
U. 0* price level.) (b) 

Conversion ratio oe tween new 
currency and fapi (b) 4 (a) 

12 months requirement of coins 
in toms of fapi 

bilver coins equivalent 

Silver requirement 

One half to; be one yuan coins 
One half to | bo two yuan coins- 

Deduct : Silver in stock 

itet silver requirement — 


Scheme I 

US# 1-4 : m an 


Scheme II 
US5-3 yuan 


tls ;i l-l2o,000 yudn 

30,000 40,000 

74 trillion yuan 

,% eilVxn m X.-i & 


675 million oss. 
40 million oz* 
635 ^iillion os* 


Cost at UslW V |c d r F 8^ Re i^Si2? 



517 million oz * 
40 million ozs> 
467 million 02s* 
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Witi wholesale prices in Ul.'l- A fit the present about 60£ higher 
,Viat in.l|2'7f the purchasing: power parity ot exchange between Oruioee 
, s. dollars it calculated according to the foreula. 


Avel-age price index in Chi na 
1937=1 ! 

- j . i 

50,000 

I 60,000 . 

I 70,000 

I -E0,000 

I 90,000 , 

100,000 


it iii mac priee iadpx *3.4 
** UT 6. price into*. 

Exchange rate accord! Jig 
■,o purchasing power parijt;/ 

94,500 
113,000 
132,000 
151,000 
170,000 
. 189,000 
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